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The growing problem of employee misclassification, or payroll fraud, in the construction
industry is a priority concern of the United Brotherhood of Carpenters. A majority of
states are increasing enforcement activity, especially in these times of budget deficits, to
increase revenues. We therefore respectfully opposed the elimination of the Employee
Misclassification Advisory Board.

Payroll fraud comes in two forms. First, construction employers misclassify workers as
independent contractors when they are truly employees. Second, employees are paid “off
the books,” by either check or cash, and the payments are not reported as required by
federal and state law.

In a competitive industry like ours, it is not difficult to see why it has become alarming,
Construction employers who violate the law gain an unfair bidding advantage over law
abiding competitors by unlawfully evading employment taxes, overtime pay and workers
compensation premiums. That creates an uneven playing field where honest employers
have difficulty competing for jobs. Also, it is not isolated to small remodeling projects.
We see fraud in many types of construction-large and small, commercial and residential,
public and private,

We recognize that contractors who violate the law to gain a competitive advantage not
only harm industry standards-they also harm the greater community. Local, state and
federal governments are cheated out of tax revenue. Insurance companies loose workers
compensation premiums and pass along their losses to other employers. Workers are
exploited and lose important legal protections that have been the law of the land for close
to a hundred years.




We are not alone in recognizing the problem of payroll fraud. Recent studies done in
Hlinois, Maine, Massachusetts and Minnesota have found that 14 to 24 percent of
construction employers misclassify their workers.! A 1984 IRS study says 19.8 percent
of construction workers are misclassified. According to an Illinois study, fraud in the
construction industry costs the state $54.6 million in state income taxes, unemployment
taxes and workers compensation premiums.” In Pepnsylvania, payroll fraud costs the
state $200 million a year in unemployment taxes and $81 million in workers
compensation premiums.’ Ohio says that the illegal practice costs their state $890 million
in lost unemployment taxes, state and local income taxes and workers compensation
premiums.* You should note that these studies offer conservative estimates, because they
do not quantify off-the books payments--paying workers unreported compensation.’
Other studies, though, have done that. A California study of workers compensation’
premiums identified $100 billion dollars of underreporting-that would include
misclassification, off the books payments and putting workers in cheaper-cost
classification codes.® A recent study by the Fiscal Policy Institute found that 50,000 of
New York City’s 200,000 construction workers are misclassified or paid off the books,
costing up to $557 million in lost state and federal taxes and health-care cost shifting in
2008." Clearly, we are not dealing with a small problem.
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The problem of payroll fraud has been recognized in Connecticut. Last year, the
Governor signed into law a bill that established an enforcement task force of state
agencies. Attached to the task force is an advisory board of employee and employer
representatives. The advisory board is invited to meet with the task force members to
share information on market and other conditions as well as unlawful schemes in order to
assist the task force’s efforts.

We understand that the Governor is terminating boards to improve the budget.
Terminating the misclassification advisory board may accomplish the opposite. The
advisory board adds no cost. It meets with task force members, and the advisory board
members are not compensated. In addition, their advice to the task force can lead to
better voluntary compliance with state tax laws, and give the task force information that
can improve law enforcement methods,

We respectfully request the Committee to amend HB 6375 by striking §1(3) in order to
preserve the Employee Misclassification Advisory Board.

Respectfully submitted,
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